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Business people’s views of paying taxes in Ethiopia 
 
Wollela Abehodie Yesegat and Odd-Helge Fjeldstad 
 
 
Summary 
 
This study examines factors that determine business people’s attitudes towards paying taxes in 
Ethiopia. Based on data obtained from a survey of business taxpayers in Addis Ababa, the 
study finds a statistically significant relation between tax-compliance attitude and factors such 
as the perception of probability of audit, corruption, satisfaction with the tax administration, peer 
influence, gender and education. The study emphasises the need for better understanding of 
why taxpayers are dissatisfied with the tax administration, including perceptions of corrupt 
practices.  
 
Keywords: tax; compliance; perceptions; attitudes; rates; audit; penalty.   
 
Wollela Abehodie Yesegat is Assistant Professor at the College of Business and Economics, 
Addis Ababa University, Ethiopia. 
 
Odd-Helge Fjeldstad is Senior Researcher at the Chr. Michelsen Institute, Norway; Research 
Director at the International Centre for Tax and Development; and Extraordinary Professor at 
the African Tax Institute, University of Pretoria, South Africa. 
  
  
4 
Contents 
 
 Summary            3 
 Acknowledgements           5 
 Introduction            6 
 
1 Tax compliance: theoretical perspectives and empirical evidence    7 
 
2 Research objective and hypotheses        9 
 
3 Data sources and variables          9 
 3.1 Dependent variable: tax compliance attitude       9 
 3.2 Independent variables       10 
 
4 Results          11 
 4.1 Descriptive statistics        11 
 4.2 Model specification and regression analysis     13 
  4.2.1 Tax compliance attitude: ‘One should honestly declare 
   all income on one’s tax return’     14 
  4.2.2 Tax compliance attitude: ‘How frequently do you think 
   taxpayers (implicitly including themselves) evade taxes?’  14 
 
5 Discussion and conclusions       16 
 
 References          19 
 
 
 
Tables 
Table 1 Data description        12 
Table 2 Wald test for ordered probit regression     14 
Table 3 Ordered probit regressions with marginal effects    15 
 
 
  
  
5 
Acknowledgements 
 
We are grateful to Dr Alemu Mekonnen Getnet for his help in some of the quantitative analysis 
of the study. Useful comments on earlier drafts were received from participants at ICTD’s 
annual research conference, Arusha, Tanzania, 7-9 December 2014, Ingrid Hoem Sjursen and 
two anonymous reviewers. Points of view and errors rest entirely with the authors. Financial 
support from the International Centre for Tax and Development is highly appreciated.  
 
  
6 
Introduction  
Recently, the Ethiopian economy has been performing well. World Bank (n.d. a) notes that the 
Ethiopian economy has experienced a strong, broad-based growth over the past decade, 
averaging 10.8 per cent per year 2003/04 - 2012/13, compared to the regional average of 5.3 
per cent. Sustaining this growth requires, among other things, strong domestic revenue 
mobilisation. Fiscal performance, particularly tax collection in absolute terms, is increasing: tax 
revenue covers over 70 per cent of total government expenditure, and the tax-expenditure gap 
is declining. However, in terms of the tax-to-GDP ratio, revenue performance is still at a low 
level  approximately 13 per cent; this is lower than the average for low-income countries.1 This 
low revenue performance is likely to create pressure on the government to realise its revenue 
collection target, leading to coercive tax enforcement practices and an unfair burden on 
complying taxpayers.2 The burden of tax compliance expressed in terms of average tax 
compliance costs as a share of turnover was estimated to be 5.4 per cent (IFC unpublished). 
Further, IFC (unpublished) notes regressivity in tax compliance costs, in that smaller businesses 
bear a disproportionately heavy tax compliance burden. Such pressure is likely to lead to 
taxpayers’ resentment. This may, in turn, have an adverse impact on taxpayers’ willingness to 
comply voluntarily, which is instrumental in enhancing the efficiency and equity of the tax 
system, and domestic revenue mobilisation.  
Taxpayers’ resentment and noncompliance may be due to taxpayers’ perceptions and attitudes 
on paying taxes. Several theories and models have been developed, attempting to explain tax 
compliance behaviour. McKerchar (2001) identifies three broad models explaining tax 
compliance behaviour  economic deterrence, social psychology, and fiscal psychology models 
 with the latter being a mix of the first two.3 Fjeldstad et al. (2012) suggest that models and 
theories of taxpayer behaviour tend to reflect one of five schools of thought  economic 
deterrence, fiscal exchange, social influences, comparative treatment and political legitimacy; 
these are interconnected, and some represent an evolution of the others. These models 
emphasise the importance of attitudes and perceptions on various aspects of a tax system 
(Cullis and Lewis 1997; McKerchar 2002; Alm et al. 1999).  
 
Rooted in these theoretical frameworks, many empirical studies have assessed taxpayers’ 
perceptions and attitudes towards tax systems. However, to the knowledge of authors, there 
appears to be no study that examines taxpayers’ views of the tax system in Ethiopia. 
Understanding taxpayers’ behaviour and taking corrective measures is important in order to 
enhance domestic revenue mobilisation and sustain Ethiopia’s recent growth. Hence, the 
purpose of this study is to examine the association between tax compliance attitude and 
perceptions on aspects of the Ethiopian tax system. The results of the study are expected to 
inform reform of both tax policy and administration procedures in the country.  
 
The remaining part of the paper is organised as follows. Section 1 presents the theoretical 
framework for the study. Section 2 presents the research objective and hypotheses, followed by 
                                                 
1  Further, it remains low in the context of the government’s plan of increasing it to 15.3 per cent by the end of its Growth and 
Transformation Plan (GTP), 2014/15. 
2 Revenue performance is an important indicator for the efficiency of a tax administration and the pressure the administration 
faces to increase its collection efforts. World Bank (n.d. b) notes that a low percentage of tax revenue-to-GDP generally 
means that the tax administration is facing pressure to increase its collection performance considerably. 
3  There has been considerable cross-fertilisation and concurrent evolution both within and across these approaches 
(McKerchar 2001). 
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sources of data and variables in Section 3. Section 4 presents the results, and Section 5 
concludes. 
 
 
1 Tax compliance: theoretical perspectives and 
empirical evidence 
 
Tax compliance is a complex behavioural issue. As noted earlier, models and theories of 
taxpayer behaviour tend to reflect different economic, social and psychological approaches to 
explain taxpaying behaviour.  
 
This paper does not examine these models in detail.4 Instead, the following paragraphs briefly 
present the key compliance models and theories that provide the foundation for the research 
hypotheses presented in Section 2.  
 
Allingham and Sandmo (1972) developed the economic deterrence model, following the 
economics of crime approach pioneered by Becker (1968). The model analyses the individual 
taxpayer’s decision on whether, and to what extent, to evade taxes through intentional 
underreporting of taxable income. The model predicts whether a taxpayer will evade tax, 
depending on the benefit of evasion relative to the expected cost of being detected and 
punished. According to this model, taxpayers evade taxes if their decision maximises their 
expected profit (or utility). Allingham and Sandmo (1972) conclude that an increase in the 
penalty rate would increase the fraction of actual income declared, and an increase in the 
probability of being detected would also lead to a larger income being declared. The model is 
very simplistic (as acknowledged by Allingham and Sandmo), in that it ignores other factors that 
might affect the decision of whether to comply or not.  
 
Tax compliance appears to be affected by other factors, rather than solely by the expected 
benefits of compliance. Apart from the economic aspects of compliance, the literature 
emphasises the significance of assessing compliance in the context of non-economic factors.5 
This leads to the social and psychological models. Social and psychological insights have 
contributed to better understanding of the observed level of tax compliance (e.g. Alm et al. 
(1999); Cullis and Lewis (1997); McKerchar (2002)). These models, unlike the economic 
deterrence model, look at tax compliance behaviour in an environment of social interactions and 
conventions. In these models tax compliance is influenced by a range of factors, including 
attitudes, perceptions, beliefs, personality traits and interactions between the actors (taxpayers, 
tax administrators/the state, tax advisors, and others).  
 
The social psychology model, unlike the economic deterrence model, pertains to the 
relationship between tax compliance and social interactions and conventions. An aspect of this 
theory says that perceptions and attitudes towards a tax system and compliance behaviour may 
be affected by the behaviour of an individual’s peer groups. The compliance behaviour of peer 
groups like friends, neighbours and relatives is expected to impact on the perceptions and 
compliance decisions of others. More specifically, noncompliant decisions by peer groups may 
reduce the level of tax compliance by others.  
 
                                                 
4  For a detailed analysis of the different compliance models and theories, see McKerchar (2002) and Fjeldstad et al. (2012).  
5  e.g. Cullis and Lewis (1997), Andreoni et al. (1998), Torgler (2002) and McKerchar (2002).  
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The other aspect of social psychology theory is related to social sanctions. Social sanctions and 
attitudes towards them may affect the level of tax compliance. The severity of social sanctions 
against noncompliant taxpayers and attitudes towards them may increase willingness to comply. 
Regarding the above points, Fjeldstad et al. (2012) argue that compliance behaviour and 
attitudes towards the tax system may be affected by the behaviour of an individual’s reference 
groups. If a taxpayer knows many people in groups important to him/her who evade taxes, 
his/her commitment to comply will be weaker. On the other hand, social relationships may also 
help deter individuals from engaging in evasion for fear of the social sanctions imposed once 
discovered and publicly revealed. 
 
Fiscal exchange theory (as an aspect of fiscal psychology), says that effective provision of 
public goods and services (government expenditure) may increase the level of compliance by 
taxpayers. Alm et al. (1992) suggest that individuals pay taxes voluntarily because they value 
the goods provided by government, and they recognise that their payment may be necessary to 
get others to contribute. A government may increase compliance by providing goods that 
citizens need more, by providing public goods and services in a more efficient manner, or by 
more effectively emphasising that taxes are necessary for the receipt of government services 
(Alm et al. 1992). Fjeldstad et al. (2012) also note that the existence of positive benefits may 
increase the probability that taxpayers will comply voluntarily, without direct coercion. In general, 
it can be argued that taxpayers’ satisfaction or dissatisfaction with the government’s provision of 
goods and services is expected to have an impact on tax compliance.  
 
The literature further identifies comparative treatment of taxpayers as a factor that is expected 
to have a bearing on tax compliance behaviour. The comparative treatment perspective implies 
that taxpayers may consider how the state, and the tax administration in particular, treats them 
relative to their fellow taxpayers. If taxpayers perceive that the tax administration treats certain 
groups favourably, this may affect their relationship with the tax administration, the state at 
large, and the group receiving favours, and hence may impact on their willingness to comply. 
D’Arcy (2011) argues that citizens think about how the state treats them relative to their fellow 
citizens; this judgment will affect not only their judgment of the state, but also how they view 
their peers.  
 
In relation to the fiscal exchange and comparative treatment theories, there is a notion that a 
legitimate government may encourage tax compliance. A government’s legitimacy rests on its 
impartiality, its proven ability to treat citizens equally in its dealings with them, and to adjudicate 
impartially in disputes between them. Upon this rests not only the citizen’s trust in government, 
but also their trust in each other (D’Arcy 2011). Fjeldstad et al. (2012) also argue that the more 
accountable the government is with taxpayers’ funds, the more legitimate its actions become.  
 
Compliance is also affected by sociological and demographic factors. For instance, there may 
be differences in perception about taxation between age groups, urban–rural location, gender, 
education levels, occupation, ethnicity, religion, and so on (Fjeldstad et al. 2012).  
 
In the context of the theories discussed so far, there are a number of empirical studies on tax 
compliance in developing countries. These studies include the works of the Nepal Ministry of 
Finance and German Technical Cooperation (GTZ) (2010)  Nepal; Wadhawan and Gray 
(1998)  Africa; Saad (2011)  Malaysia and New Zealand; Loo et al. (2008, 2009)  Malaysia; 
Fjeldstad and Semboja (2001)  Tanzania; Marti et al. (2010)  Kenya; Coolidge and llic (2009) 
 South Africa; D’Arcy (2011)  Africa; Yesegat (2009)  Ethiopia; and Ali et al. (2014)  Kenya, 
Tanzania, Uganda and South Africa. Other studies, including Sapiei et al. (2014) and Hanlon et 
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al. (2005), also investigate the impact of business characteristics such as business size and 
business sector on tax compliance behaviour.  
 
These studies examine perceptions and attitudes, and their impact on taxpayers’ compliance. 
Most of these studies are based on surveys of taxpayers and other stakeholders. They show the 
importance of building positive perceptions and attitudes towards the various aspects of taxes. 
Although there have been studies on perceptions and attitudes towards taxes in some 
developing countries, there appear to be no studies that examine the view of taxpayers on 
paying taxes in Ethiopia. We do not know how Ethiopian taxpayers perceive the tax system and 
their tax compliance behaviour.  
 
 
2  Research objective and hypotheses 
 
The broad objective of the study is to assess business people’s perceptions of the tax system 
and compliance attitudes in Ethiopia. The following research hypotheses (HP) were developed 
based on theoretical models and studies conducted in other countries: 
 
H1. Attitudes to paying taxes are influenced by the perception of government services; 
perception of tax rates, penalty and audit; perception of others/peer compliance; 
perception of government treatment of taxpayers (perception of discrimination by the tax 
administration); trust in the administration; satisfaction with the tax administrative 
procedures and practices; and perception of corruption in the tax administration.   
H2. Attitudes to paying taxes are influenced by age, gender, education level achieved, 
business size and sector.  
 
 
3  Data sources and variables  
 
This study is based on a survey of 500 business taxpayers residing in Addis Ababa, stratified by 
sector and size, and selected randomly. The survey covered all business size groups6 and 
sectors. The survey used a five-point Likert Scale, ranging from 1 (strongly agree) to 5 (strongly 
disagree). The survey instrument was informed by results from in-depth interviews held with 
taxpayers and tax advisors. The survey was conducted from January to September 2014. 
Subsequent paragraphs discuss definition of the variables.  
 
3.1 Dependent variable: tax compliance attitude 
 
We use two alternate measures to capture tax compliance attitude. First, we use responses to a 
more direct question: ‘One should honestly declare all income on one’s tax return’. The 
responses range from ‘strongly agree’ = 1 to ‘strongly disagree’ = 5. Secondly, following a 
similar approach to that adopted by Torgler and Schneider (2006) and Ali et al. (2014), we 
measure tax compliance attitude in terms of responses to an indirect question: ‘How frequently 
do you think taxpayers (implicitly including themselves) evade taxes?’. The responses are 
categorised as ‘very frequently’ = 1, ‘frequently’ = 2, ‘not so often’ = 3, ‘sometimes’ = 4 and 
‘never’ = 5.  
                                                 
6  Except micro-businesses that are under the presumptive tax regime. Micro-businesses are unincorporated entities with 
annual turnover up to ETB 100,000.   
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3.2 Independent variables 
 
Perception of tax rates as high, tax audit as low, and penalty as likely  
 
According to the different tax compliance models presented above, the taxpayers’ compliance 
decision is affected by actual and perceived tax rates, probability of audit and penalty. The 
survey used a five-point Likert Scale: ‘strongly agree’ = 1, ‘agree’ = 2, ‘neutral’ = 3, ‘disagree’ = 
4 and ‘strongly disagree’ = 5. For the variable tax rate, we use a composite factor from the 
responses to the following statement: ‘In general tax rates in Ethiopia are very high, and the 
combined dividend and corporate tax rate is high’.  
 
With respect to perception of penalty, the study uses responses to the statement: ‘Failure to pay 
taxes to the tax authority (Ethiopian Revenues and Customs Authority (ERCA)) leads to strict 
punishment’. Similarly, for the audit perception variable we use responses to the statement: 
‘The probability of audit is low’.  
 
Perception of government services as good  
 
Respondents were asked questions about their view of government services. Some of the 
statements are sensitive, and their responses should be viewed with caution. For example, 
responses to the statement: ‘Even though the government is providing low services we have to 
pay our fair share of taxes’ may not be honest. Similar to other variables, the study uses a 
composite factor of the responses to the following statements: ‘The government is using the tax 
money in a reasonable way’, and ‘We receive good services for the tax money we pay’.  
 
Perception of discrimination by the tax administration as high (comparative treatment) 
 
In order to assess the correlation of perception of discrimination by the tax authority and tax 
compliance attitude, we use a composite factor from the responses to the following statements: 
‘The feeling that they are unfairly treated by the tax administration compared to other taxpayers’, 
‘Discrimination by the tax administration (based on some network) forces honest taxpayers to 
evade taxes’, and ‘The tax administration does not control some taxpayers who fail to comply, 
indicating the existence of discrimination by the tax administration’. 
 
Political legitimacy assessed in terms of three variables (perception of corruption as 
high, perception of trust in tax administration as high, and perception of tax 
administration as satisfactory 
 
Perception of corruption is measured using a composite factor from responses to statements: 
‘Tax officials often show corrupt behaviour’, and ‘Tax officers often ask for unofficial payment 
and fees’. Perceived trust is captured with responses to the statement: ‘You trust that the tax 
administration's decisions are genuine and honest’. Furthermore, as a measure of satisfaction 
with the tax administration, we use a composite factor based on responses to the following 
statements: ‘Responses of tax officials to your query/problems are helpful and reasonable’, ‘Tax 
officers show friendly behaviour to you’, ‘Time taken to get your job done/requests addressed is 
fairly good’, ‘The information taxpayers get from the tax office is consistent and timely’, ‘The tax 
authority provides good quality of taxpayers services’, ‘The general attitude of tax officials 
towards solving taxpayers’ problems is good’, and ‘The tax authority treats you as acting 
honestly in meeting your tax obligations’. 
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Perception of others' compliance behaviour (peer compliance) as low 
 
The study assessed the impact of perception of peer compliance on compliance attitude using a 
composite factor based on responses to the following statements: ‘Difficult to compete with 
those who got their products/goods without paying the appropriate taxes and duties’, ‘The 
knowledge that their neighbours are evading taxes forces honest taxpayers to evade taxes’, and 
‘In the current tax system, it is unfair that we pay the required tax but others who earn the same 
income are not paying’. 
 
In addition, the study considers the following variables: 
 
Age (less than 35 years of age as a reference)  
 Dummy variable that takes the value of 1 if the respondent is 35 years of age and above, 0 
otherwise; 
Gender (male as a reference) 
 Dummy variable that equals 1 if the gender is female and 0 otherwise; 
Business size (business annual turnover less than ETB 100,000 as a reference)  
 Dummy variable that equals 1 if the annual turnover is ETB 500,000 and above, and 0 
otherwise; 
 Dummy variable that equals 1 if the annual turnover is from ETB 100,000 to ETB 500,000 
and 0 otherwise  
Highest level of education achieved (no formal education as a reference) 
 Dummy variable that equals 1 if the highest level of education achieved is University Degree 
or above and 0 otherwise; 
 Dummy variable that equals 1 if the highest level of education achieved is Diploma and 
Certificate and 0 otherwise; 
 Dummy variable that equals 1 if the highest level of education achieved is high school 
education and 0 otherwise;  
Business sector (others including agriculture as a reference) 
 Dummy variable that equals 1 if the sector is manufacturing, construction and real estate 
and 0 otherwise; 
 Dummy variable that equals 1 if the sector is trade (both wholesale and retail) and 0 
otherwise; 
 Dummy variable that equals 1 if the sector is professional services and 0 otherwise;  
 
 
4  Results   
  
We present the descriptive statistics first, followed by a specification of the model and 
regression results.  
  
4.1 Descriptive statistics  
 
We use two alternate proxies to measure compliance attitude, as discussed earlier. The first 
measure is based on responses to the statement: ‘One should honestly declare all income on 
one’s tax return’. Responses to this statement range from ‘strongly agree’ = 1 to ‘strongly 
disagree’ = 5. Table 1 shows a mean value of 1.57 for compliance attitude (using this first 
measure), suggesting that perception of noncompliance is low. Similarly, under the second 
measure of tax compliance attitude (using the question on the extent of tax evasion), responses 
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range from ‘very frequently’ = 1, to ‘never’ = 5. Using this second measure, the mean value of 
tax compliance attitude was found to be more than 3, also suggesting a low level of tax 
noncompliance attitudes (Table 1).  
 
Table 1 Data description*  
Variables Obs Mean Std Min Max 
Compliance attitude (based on a direct question) (strongly agree (1) to 
strongly disagree (5)) 
497 1.57 0.64 1 5 
Compliance attitude (based on frequency of evasion) (very frequently (1) 
to never (5)) 
329 3.24 1.14 1 5 
Perception of trust in tax administration as high (strongly agree (1) to 
strongly disagree (5))  
336 3.43 1.06 1 5 
Perception of penalty as likely (strongly agree (1) to strongly disagree (5)) 331 1.90 0.66 1 4 
Perception of audit  as low (strongly agree (1) to strongly disagree (5)) 336 2.95 1.10 1 5 
Dummy for education Uni and above (no formal education as a reference) 337 0.44 0.50 0 1 
Dummy for education Dip. and Cert. (no formal education as a reference) 337 0.22 0.42 0 1 
Dummy for manufacturing sector (others including agricultural sector as a 
reference) 
337 0.32 0.47 0 1 
Perception of others' compliance as low (strongly agree (1) to strongly 
disagree (5)) 
332 2.15 0.72 1 4.33** 
Perception of discrimination by tax admin as high (strongly agree (1) to 
strongly disagree (5)) 
332 2.55 0.81 1 4.67** 
Dummy for turnover ETB 500,000 and above (turnover up to ETB 100,000 
as a reference)  
337 0.51 0.50 0 1 
Dummy for turnover ETB 100,000 to 500,000 (turnover up to ETB 100,000 
as a reference) 
337 0.28 0.46 0 1 
Age group (1 if age is 35 years and above, 0 otherwise) 335 0.55 0.50 0 1 
Dummy professional services (others including agricultural sector as a 
reference) (1 if professional services, 0 otherwise) 
335 0.19 0.39 0 1 
Dummy trade (others including agricultural sector as a reference) (1 if 
trade, 0 otherwise) 
335 0.48 0.50 0 1 
Dummy manufacturing sector (others including agricultural sector as a 
reference) (1 if manufacturing, 0 otherwise) 
335 0.24 0.43 0 1 
Perception of government services as good (strongly agree (1) to strongly 
disagree (5)) 
335 2.78 0.91 1 5 
Perception of tax rates as high (strongly agree (1) to strongly disagree (5)) 331 1.96 0.77 1 4.5** 
Perception of tax administration as satisfactory (strongly agree (1) to 
strongly disagree (5)) 
332 3.28 0.78 1.25** 5 
Perception of corruption as high (strongly agree (1) to strongly disagree 
(5)) 
336 3.38 0.79 1 5 
Gender of respondent (1 if gender is female, 0 otherwise) 335 0.22 0.42 0 1 
Note:  
*The variables listed in the table, except the first two, are all explanatory variables used in the regression analysis. We present the 
descriptive statistics for those businesses that were included in the regression analysis for compliance attitude using the indirect 
question. 
** These are composite factors. 
Source: survey results and own computations. 
 
The description of variables in this paragraph is based on responses to statements in the survey 
that range from ‘strongly agree’ = 1 to ‘strongly disagree’ = 5. The results show that the 
respondents generally have a low level of trust in decisions of tax administrators (͞x = 3.43, σ = 
1.06). The respondents generally agree that failure to pay taxes due would lead to heavy 
penalty (͞x = 1.9, σ = 0.66), and do not agree that the probability of detection (audit) is low (͞x = 
2.95, σ = 1.10). The respondents also generally perceive tax rates as high (x͞ = 2.19, σ = 0.77). 
In respect of perception of others’ compliance, respondents appear generally to agree to 
statements including ‘In the current system we pay taxes but others do not’ (x͞ = 2.15, σ = 0.72). 
Further, respondents tend not to agree that tax officers show corrupt behaviour and tax officers 
ask for unofficial payments and benefits (x͞ = 3.38, σ = 0.79). In terms of their perception of 
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satisfaction with the tax administration procedures and practices, the respondents generally do 
not agree with the statements: ‘Responses of tax officials to your query/problems are helpful 
and reasonable’, ‘Tax officers show friendly behaviour to you’, ‘Time taken to get your job 
done/requests addressed is fairly good’, ‘The information taxpayers get from the tax office is 
consistent and timely’, ‘The tax authority provides good quality of taxpayers services’, ‘The 
general attitude of tax officials towards solving taxpayers’ problems is good’, and ‘The tax 
authority treats you as acting honestly in meeting your tax obligations’(x͞ (composite) = 3.28, σ = 
0.78).  
 
Of the respondents, 78 per cent were male and 55 per cent were 35 years old and above. In 
terms of education, the data shows that 44 per cent of respondents had a University Degree 
and above level of educational achievement, while 22 per cent had Diploma and Certificate level 
achievement. About 50 per cent of the surveyed businesses had an annual turnover of ETB 
500,000 and above. 
 
About 40 per cent of the respondents were owners or managers  21 per cent were owners and 
18 per cent managers. The survey data shows that about 80 per cent of the respondents visited 
the tax office less than two months before the survey was conducted, while the rest visited tax 
offices more than two months before the survey, indicating that when the survey was conducted 
most respondents had very recent experience with the tax system. 
 
4.2 Model specification and regression analysis  
 
We use responses to two alternate survey questions to capture tax compliance attitude. The 
first question (more direct) is: ‘One should honestly declare all income on one’s tax return’; the 
responses are categorised as ‘strongly agree’, ‘agree’, ‘neutral’, ‘disagree’ and ‘strongly 
disagree’. Those who respond ‘agree’ or ‘strongly agree’ are assumed to have a compliant 
attitude; others are considered as having a noncompliant attitude. Similarly, with the indirect 
survey question about tax noncompliance, responses are categorised as ‘very frequently’, 
‘frequently’, ‘not so often’, ‘sometimes’ and ‘never’. We use 'never' as a cut-off point, and treat it 
as a measure of compliant attitude; responses indicating the existence of evasion in different 
levels of frequency are considered as measures of a noncompliant attitude. Similar to Torgler 
and Schneider (2006), we drop ‘do not know’ from the analysis. Considering the ordinal nature 
of the dependent variable, we use an ordered probit model.7  
 
The general estimation equation:  
 
Y = C + β
1
X
1 
+ β
2
X
2 
... +β
k 
X
k
+ u 
Where  
Y = dependent variable;  
C = constant;  
X
j 
= independent variable where j runs from 1 to k;  
β
j 
= coefficient of the independent variable j; and  
u = classical random error term.  
 
                                                 
7 In showing the appropriateness of an ordered probit model for this type of dataset, Greene (2002) states that although the 
outcome is discrete, the multinomial logit or probit model would fail to account for the ordinal nature of the dependent 
variable. Ordered probit and logit models have come into fairly wide use as a framework for analysing such responses 
(Zavoina and McElvey 1975, cited in Greene 2002).  
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The following discussion presents the results under both ways of measuring tax compliance 
attitude.  
 
4.2.1 Tax compliance attitude: ‘One should honestly declare all income on one’s tax 
return’ 
 
We analyse compliance attitude using responses to the question: ‘One should honestly declare 
all income on one’s tax return`. The responses are categorised into ‘strongly agree’ and ‘agree’, 
‘neutral’, ‘disagree’ and ‘strongly disagree’. About 98 per cent of the respondents agreed 
(representing compliant attitude), while the rest were neutral or disagreed.  
 
This result should be interpreted with caution  nearly 100 per cent of the respondents agree 
with the statement, implying that the dependent variable is almost a constant. In addition, 
responses may not be honest due to the nature of the question. Tax noncompliance is illegal 
and a concealed activity. Gathering data on the compliance behaviour of taxpayers through field 
data collection methods such as interviews and mail surveys suffers from the unwillingness of 
respondents to reply honestly to questions about their own compliance. Consequently, field data 
obtained through direct questioning of taxpayers about their compliance behaviour is considered 
to be inaccurate and unreliable by some scholars. Others, such as Reinikka and Svensson 
(2006), however, argue that, using appropriate survey methods and interview techniques, the 
problem of exaggerated responses can be reduced and that collection of empirical data on such 
sensitive issues as corruption is possible. To deal with the caveat mentioned above, we capture 
tax compliance attitude with responses to an indirect question, as discussed in the following 
section.  
 
4.2.2. Tax compliance attitude: ‘How frequently do you think taxpayers (implicitly 
including themselves) evade taxes?’ 
  
In this section we measure compliance attitude by responses to the question: ‘How frequently 
do you think taxpayers (implicitly including themselves) evade taxes?’ The responses are ‘very 
frequently’ = 1, ‘frequently’ = 2, ‘not so often’ = 3, ‘sometimes’ = 4, and ‘never’ = 5. We report 
ordered probit regression results below.  
 
In the ordered probit analysis we categorise responses into five categories (‘very frequently’ = 1, 
‘frequently’ = 2, ‘not so often’ = 3, ‘sometimes’ = 4 and ‘never’ = 5).  
 
We run a robust ordered probit regression model. The results show that the overall regression 
was statistically significant (p- Value = 0.0000) (Table 2).   
 
Table 2 Wald test for ordered probit regression  
Number of Obs 311 
Wald Ch2 (16) 93.4 
Prob > Chi2 0.0000 
Pseudo R2 0.0991 
Source: survey results and own computations. 
 
Since the equation in an ordered probit model is nonlinear, only the signs of the coefficients can 
be directly interpreted and not their size. To assess the quantitative effects of the independent 
variables, marginal effects are calculated. Table 3 presents the marginal effects of ordered 
probit regression for the five categories (very frequently, frequently, not so often, sometimes and 
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never). Several factors are found to have a statistically significant correlation with compliance 
attitude.  
 
Table 3 Ordered probit regressions with marginal effects 
 Very 
frequently Frequently 
Not so 
often  Sometimes Never  
Perception of trust in tax administration  -0.011 -0.014 -0.004 0.017 0.012 
(0.010) (0.013) (0.004) (0.015) (0.011) 
Perception of penalty as likely 0.028** 0.036** 0.011* -0.044** -0.031** 
(0.014) (0.017) (0.006) (0.021) (0.015) 
Perception of audit probability as low -0.028*** -0.036*** -0.011*** 0.043*** 0.031*** 
(0.008) (0.010) (0.004) (0.011) (0.009) 
Dummy for education Uni and above (no 
formal education as a reference)  
0.188*** 0.240*** 0.073** -0.292*** -0.209*** 
(0.073) (0.089) (0.029) (0.108) (0.079) 
Dummy for education Dip. and Cert. (no 
formal education as a reference)  
0.166** 0.212** 0.065** -0.259** -0.184** 
(0.073) (0.089) (0.028) (0.107) (0.078) 
Dummy for education high school (no formal 
education as a reference)  
0.138* 0.176** 0.054* -0.214** -0.153** 
(0.072) (0.088) (0.028) (0.107) (0.077) 
Perception of others' compliance as low -0.044*** -0.056*** -0.017** 0.068*** 0.049*** 
(0.015) (0.019) (0.007) (0.022) (0.018) 
Perception of discrimination by tax admin as 
high 
-0.005 -0.007 -0.002 0.008 0.006 
(0.011) (0.015) (0.004) (0.018) (0.013) 
Dummy for turnover ETB 500,000 and above 
(turnover up to ETB 100,000 as a reference)  
-0.017 -0.022 -0.007 0.027 0.019 
(0.024) (0.031) (0.009) (0.037) (0.027) 
Dummy for turnover ETB 100,000 to ETB 
500,000 (turnover up to ETB 100,000 as a 
reference)  
-0.001 -0.001 0.000 0.001 0.001 
(0.024) (0.031) (0.010) (0.038) (0.027) 
Age group -0.002 -0.003 -0.001 0.004 0.003 
(0.017) (0.022) (0.007) (0.027) (0.019) 
Dummy for professional services (others 
including agricultural sector as a reference) 
-0.024 -0.031 -0.010 0.038 0.027 
(0.033) (0.042) (0.013) (0.051) (0.036) 
Dummy for trade (others including agricultural 
sector as a reference 
-0.009 -0.012 -0.004 0.014 0.010 
(0.031) (0.039) (0.012) (0.048) (0.034) 
Dummy for manufacturing sector (others 
including agricultural sector as a reference) 
-0.019 -0.025 -0.008 0.030 0.022 
(0.032) (0.041) (0.012) (0.050) (0.035) 
Perception of government services as good -0.005 -0.007 -0.002 0.009 0.006 
(0.009) (0.012) (0.004) (0.015) (0.011) 
Perception of tax rates as high 0.001 0.002 0.000 -0.002 -0.001 
(0.011) (0.015) (0.004) (0.018) (0.013) 
Perception of tax administration as 
satisfactory 
0.031** 0.040** 0.012** -0.049** -0.035** 
(0.014) (0.018) (0.006) (0.022) (0.016) 
Perception of corruption as high -0.024** -0.031** -0.010** 0.038** 0.027** 
(0.012) (0.015) (0.005) (0.019) (0.013) 
Respondents' gender -0.059*** -0.075*** -0.023*** 0.092*** 0.065*** 
(0.022) (0.027) (0.009) (0.032) (0.024) 
 
Note: Dependent variable: = 1 if individuals think evasion occurs very frequently, = 2 if individuals think evasion occurs frequently, = 
3 if respondents think evasion occurs not so often, = 4 if respondents think evasion occurs sometimes, = 5 if respondents think 
evasion never happens. (Standard errors provided in parentheses; * p < 0.10, ** p < 0.05, *** p < 0.01.) 
Source: survey results and own computations. 
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Specifically, the robust ordered probit regression results show the existence of a statistically 
significant positive relation between tax compliance attitude and the perception of audit. In terms 
of marginal effects, an increase in the perception of probability of detection (towards the view 
that audit probability is high) by one point, is likely to result in a decrease in the probability of the 
view that evasion occurs very frequently (2.8%), frequently (3.6%), not so often (1.1%), and an 
increase in the view that evasion occurs sometimes (4.3%) and never (3.1%).  
 
Regarding the perception of others’ compliance and compliance attitude, the results of ordered 
probit regression show a positive and statistically significant association. A one-point increase in 
the perception of others’ compliance (thinking that others are complying) is likely to reduce the 
probability of the view that evasion occurs very frequently (4.4%), frequently (5.6%) and not so 
often (1.7%). This is also likely to increase the probability of the views that evasion occurs 
sometimes (6.8%) and never occurs (4.9%). 
 
Satisfaction with the tax administration and perception of tax compliance are found to have a 
statistically significant negative relation, as revealed in the ordered probit regression estimates. 
The marginal effects indicate that a one-point increase in the perception that the tax 
administration procedures and practices are not satisfactory is likely to result in an increase in 
the probability of the view that evasion occurs very frequently (3.1%), frequently (4%) and not so 
often (1.2%). This is also likely to decrease the probability of the view that evasion occurs 
sometimes (4.9%) and never (3.5%).  
 
The correlation between perception of corruption and compliance attitude is also investigated. 
The results of ordered probit regression show the existence of a positive and statistically 
significant correlation between the two. In terms of marginal effects, as Table 3 shows, a one-
point increase in the perception of corruption (towards the view that officials do not ask for 
unofficial payment or officials do not show corrupt behaviour) shows an increase in the 
likelihood that evasion occurs sometimes (3.8%) and never (2.7%); it also shows a decrease in 
the likelihood that evasion occurs very frequently (2.4%), frequently (3.1%) and not so often 
(1%).  
 
In addition, the ordered probit regression results find evidence of the existence of a statistically 
significant association between compliance attitude, gender and education. Female 
respondents are more likely to have a compliant attitude than male respondents. An increase in 
the level of education is likely to result in an increase in the views of noncompliant attitude, and 
a decrease in compliant attitude (Table 3).  
 
The above discussion shows that factors including perception of satisfaction with the tax 
administration, others’ compliance behaviour, probability of audit, perception of corruption, 
gender, and level of education impact on compliance attitude.  
 
 
5  Discussion and conclusions  
 
This paper has examined the correlation between compliance attitude and its determining 
factors, as identified in the theoretical frameworks presented in Section 1. Torgler and Valev 
(n.d.) note that the compliance literature documents a strong link between attitudes towards tax 
compliance and actual compliance. 
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Using data obtained from a survey of business taxpayers in Addis Ababa, we have analysed the 
association between compliance attitude and different explanatory variables, such as the 
perception of government services (fiscal exchange), perception of discrimination by the tax 
administration (comparative treatment), political legitimacy (perception of corruption, satisfaction 
with the tax administration and trust), and perception of others’ compliance behaviour (social 
influence). The results of ordered probit regression revealed a statistically significant correlation 
between compliance attitude and some of the factors considered in the analysis.  
 
Economic deterrence: factors such as penalty and audit were considered. The perception of 
audit probability was found to have a statistically significant association with compliance 
attitude. This is consistent with the theoretical prediction and the findings of several previous 
studies from other countries. For example, Witte and Woodbury (1985) (cited in Chau and 
Leung 2009) find a significant positive relationship between the risk of tax audit and the rate of 
voluntary tax compliance. Yesegat (2009) find a significant and positive correlation between the 
probability of audit and the Value Added Tax (VAT) reporting compliance decision. Ali et al. 
(2014) also document a positive association between compliance attitude and the probability of 
audit.   
 
Audit probability represents one of the tools used by tax authorities to address the problem of 
tax noncompliance. In fact, tax audits are considered to have both a direct deterrent effect on 
taxpayers actually audited, and an indirect deterrent effect on taxpayers not audited (Alm et al. 
2004). Currently, the Government of Ethiopia is taking a number of measures which are 
expected to enhance the administration capacity of revenue authorities, including continued 
capacity-building programmes in various areas including audit. Measures are also being taken 
against tax officials who are suspected of being corrupt. These and similar measures are likely 
to contribute to the observed perception of taxpayers on tax audit.  
 
Perception of others’ compliance behaviour (peer influence): the perception of others’ 
compliance was found to have a significant impact on compliance attitude. This finding is 
consistent with Chan et al. (2000), who find that taxpayers may still commit noncompliance so 
long as this noncompliance is consistent with in-group expectations and norms (cited in Chau 
and Leung 2009). 
 
Perception of political legitimacy: to capture this, the study used different factors  perception 
of corruption, satisfaction with the tax administration, and trust in the tax administration. Of 
these factors, perception of corruption and satisfaction with the tax administration were found to 
have a statistically significant impact on compliance attitude. These findings are consistent with 
what the theory predicts and the findings of other empirical studies such as Ali et al (2014). As 
Yesegat and Fjeldstad (2013) note, taxpayers express their concern on the limited capacity of 
the tax administration: this signals dissatisfaction with the tax administration, which, in turn, 
could partially explain the poor tax compliance and, hence, poor revenue performance in 
Ethiopia.  
 
Demographic factors: gender was found to have a statistically significant relation with 
compliance attitude  female respondents were more likely to show a compliant attitude. This is 
consistent with the findings of some other studies, including Torgler and Valev (n.d.). It is also a 
reflection of the risk-averse behaviour of women entrepreneurs in Ethiopia. Although the results 
are mixed, studies such as EDRI (2004) show women entrepreneurs in Ethiopia exhibit risk 
aversion (cited in Solomon 2010).  
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Education and compliance attitude revealed a negative and statistically significant correlation  
a higher level of education was associated with a less compliant attitude. This result is 
countering findings of most other studies that have assessed the impact of tax education on tax 
compliance. As noted by Jackson and Milliron (1986), education relates to taxpayers’ ability to 
comprehend and comply or not comply with the tax laws and requirements. Aspects of 
knowledge distinguish between the general degree of fiscal knowledge, and the degree of 
knowledge involving evasion opportunities (Groenland and Veldhoven 1983, cited in Chau and 
Leung 2009). This knowledge is considered to be important for attitudes towards tax compliance 
(Chau and Leung 2009). However, in this current study the knowledge considered was neither 
fiscal knowledge nor knowledge about evasion opportunities. Instead, the study attempted to 
investigate the impact of the level of general education achieved on tax compliance attitude. 
The results can, therefore, be interpreted as high educational achievement (general education) 
may have given individuals the capacity to judge the fairness and other dimensions of the tax 
system, the governance system at large, and to make their compliance decisions.   
 
This study highlights a number of areas that need to be considered when addressing the 
problem of tax noncompliance. The findings related to satisfaction with the tax administration 
signal the need to investigate the tax administrative procedures and practices, and to address 
relevant issues. It is critical to investigate areas leading to corrupt practices and to mitigate the 
prevalence of actual and perceived corruption in order to increase the legitimacy of the tax 
system. Further, it is also important to examine whether and how tax knowledge and knowledge 
about evasion opportunities affect tax compliance attitude.  
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